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The Balance of Trade 
T HE King’s Speech and Mr. MacDonald's own declarations 





at the Guildhall and in the House of Commons have 

made it clear that after the insurance of the continued 
solvency of the national finances, the main concern of the 
Government is the rectification of the balance of trade. Mr. 
MacDonald, however, has equally made it clear that he and his 
colleagues are not going to be rushed into panic measures, and 
while the House has passed legislation conferring wide emer- 
gency powers upon the Government to act on the lines adum- 
brated in Mr. Runciman’s statesmanlike speech, it may be 
taken for granted that these powers will be used with prudent 
circumspection. We are confident that all moderate men, of 
whatever political or fiscal opinion, will endorse the line the 
Government is taking. The electors last October gave neither 
a mandate for Protection nor Free Trade, but simply authorized 
the Government to take any action that became essential as 
events developed. Scores of avowed Protectionists owe their 
seats to Free Trade votes, and many believers in Free Trade 
were equally returned by Protectionist votes. Furthermore, 
in the small minority of cases where supporters of either school 
of thought carried their advocacy to the point of opposing a 
National Government candidate in the electoral field, they 
were as a rule defeated at the polls. These are political facts 
which members of all shades of opinion would be wise to keep 
constantly before them. 

The first point to remember is that the extent of the 
adverse balance of payments, including invisible items, is as 
yet unknown. As Mr. Runciman stated a few weeks ago, the 
position for 1931 cannot be calculated until the end of the year, 
and when it is calculated, we would remind our readers that 
the answer is at the best a matter of guesswork. {£50,000,000 
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or £100,000,000, whatever the final estimate is, it cannot and 
ought not to be quoted in controversy as a precise and accurate 


e. 

Secondly, the evidence of dumping, which has been so 
much to the fore during recent weeks, exists as Mr. Runciman 
indicated, but in appraising its volume and nature it is necessary 
to have regard to the seasonal ebb and flow of trade, to imports 
in anticipation of the Christmas trade, and to a hundred and 
one other factors which are well known to the experts of the 
Board of Trade, but whose existence is hardly suspected by 
the political journalist or the man in the street. The October 
trade returns tell us very little. They relate to the month ended 
sonny October 2oth, that is, to the first month after 
the suspension of the gold standard, and the vast majority of 
transactions they cover were arranged before gold payments 
were suspended and sterling began to depreciate. If the 
visible balance turns out to have become more adverse during 
the last two months of the year, undue alarm need not be felt. 
Imports contracted for last August and September will in many 
cases have to be paid for at the enhanced sterling prices directly 
due to the depreciation of the pound, while the stimulus to 
exports, about which so much has been heard during recent 
weeks, will not have had time to take effect. 

These are both strong arguments against hasty or un- 
considered action on the part of the Government, but in taking 
power to check such a rush of imports as might endanger the 
stability of the pound, the Government have undoubtedly done 
the right thing. The reason why such powers lie in the 
direction of a prohibitive tariff rather than in that of a positive 
embargo lies in our Treaty obligations of which we cannot 
divest ourselves at once, even if it were right or wise to do so. 

This introduces the third point that the Government must 
bear in mind, and this is easily the most important point of all. 
The Government must not only have regard to our own needs 
or to Empire needs, but also to the extraordinarily obscure 
and dangerous situation on the Continent. At the Guildhall 
Mr. MacDonald did not speak a whit too strongly when he said, 
*“* The economics of Europe must be straightened out. ° 
The present position of Germany in relation to the rest of the 
world must be the subject of a complete overhauling in which 
Germany herself should be a willing co-operator. . . . We 
have had our lesson of trying to pit the will of vain man against 
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ave cosmic forces. . . .” The world is rapidly drifting 
into a situation where all would be sellers and none buyers, 
and this is but a synonym for commercial deadlock and break- 
down. If Germany fails to maintain her export surplus, not 
only will her finances collapse irretrievably, but she will no 
longer be a buyer of our goods; and as recently as 1927 she 
pa £41,825,000 of English goods. If Germany collapses, 
if the standstill agreement expires in less than three months’ 
time in a peel atc wg everyone in the City of London 
knows that the repercussions here as elsewhere will be extremel 
serious both for finance and for British exporters. Self. 
interest, if nothing else, demands that we shall do nothin 
to exacerbate a world situation which is already well-ni 
desperate. 

The fatal thing would be to adopt any crude tariff poli 
which would provoke a further rise or extension of tari 
abroad. If there is one thing upon which instructed world 
opinion is agreed, it is that the height and multiplicity of tariff 
barriers is a major cause of the world crisis, and it was no 
accident that the latest and highest American tariff came into 
force amidst a general atmosphere of gloom on Wall Street 
and rising unemployment in the United States. Already the 
depreciation of sterling and its reactions on international trade 
have evoked certain misgivings abroad, and a few weeks ago 
when, owing to the prevalence of disease, we found it necessary 
to restrict the importation of potatoes from France, we were 
threatened with retaliatory measures by the French Minister 
of Agriculture himself. The French Government have since 
imposed a special surtax of 15 per cent upon certain classes of 
British goods imported into France, with the avowed object of 
counteracting the depreciation of the pound. In this as in 
every other respect the world situation demands the most 
delicate handling, and Mr. MacDonald and his supporters must 
never forget that the promotion of general world economic 
recovery is their paramount task since upon it depends our own 
economic welfare. Unless that task is carried to successful 
fruition, we with our vast international financial and com- 
mercial connections, will be a main and early sufferer. 

With this warning in mind we may revert for the moment 
to our own immediate problems. There is at present some 
confusion of thought as to how far the depreciation of sterling 
is likely to be of benefit to our industries or to be a permanent 
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substitute for tariffs, if the general case for tariffs be valid. 
The essential factors of this problem were set out very clearly 
in a letter to The Times by Sir William Dampier, and we cannot 
do better than reproduce his conclusions. He says :— 

In a depreciated currency the prices of world 
commodities are, of course, higher, and therefore 
exports are stimulated. It is sometimes said that this 
differential advantage only holds while the value of the 
currency is falling. That is true if costs of production 
follow wholesale prices and rise in proportion. But in 
present circumstances, with so wide a margin between 
wholesale and retail prices, there is no reason why 
wages and other costs should so rise, and we may 
expect the effective stimulus to our exports and check to 
our imports to continue so long as the pound is below 
its old parity. If left to the free action of trade and the 
exchanges a variable pound will tend to adjust itself to 
that level which gives us a reasonably profitable balance 
of exports and imports. 

But besides this differential or relative advantage 
there would be an absolute gain in a fall in the com- 
modity value of the pound, even if all other currencies 
fell with it. This point is generally overlooked. The 
present troubles of the world are chiefly due to a fall in 
wholesale prices, that is, to a rise in the commodity 
value of money, whereby fixed and semi-fixed charges, 
including debts, interest charges, and wages and salaries, 
have become so heavy a burden that many trades cease 
to be profitable and the wheels of industry stop. If this 
process were reversed, if the commodity value of money 
fell, that is, if wholesale prices rose and rose faster than 
costs, the burden of fixed charges would become less, 
industry would become more profitable, and employ- 
ment would increase. The world problem would be 
solved, and England, as the greatest foreign trader, would 
gain more than other countries. 

Unlike the differential advantage of a depreciated 
currency confined to one country, this absolute advantage 
could not provoke retaliation. All nations would gain 
together and might come to realize the profound truth 
that they are not only, or even chiefly, competitors, but 
far more essentially companions in misfortune. Thus, if 
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we are to return to an international standard and lose 
our relative advantage, we should work for this absolute 
gain. The object of financial policy should be to secure 
agreement to correct the monetary maldistribution of the 
world, to broaden the basis of currency and credit, and 
so stimulate industry that currency and credit should 
pass into circulation and raise the general world level of 
wholesale prices. 

This letter explains the effects of depreciation in a nutshell, 
and shows that whatever happens abroad, British industry 
should obtain some permanent advantage. In short, if sterling 
is stabilized at, say, $4, British industry might find restored the 
conditions of one or even two years ago. It also points to the 
course the Government should pursue, and that is stabilization 
of sterling at as high a level as we can be certain of holding, 
sok what the Continent are accustomed to define as a “ low 
t ?? 

We must not forget that in proportion as we fix the new 
parity of sterling below $4-866, to that extent we are com- 
pounding with our foreign creditors. Common honesty, 
therefore, demands that we shall fix the new parity at as high 
a point as, having regard to all our needs and circumstances, 
is reasonably practicable. Honesty and self-interest equally 
demand that we should abandon all idea of going back to 
$486, for the simple reason that we cannot hold it. We must 
on no account risk a second default. 

It will also be necessary for us to preface the de jure 
revaluation of sterling by a period of de facto stabilization, thus 
following the precedent of France in 1926-28. We must pass 
through a sufficient period of trial and error, during which we 
can watch how the new de facto rate operates at home and 
abroad, before we risk giving it legal sanction. While both the 
choice of the de facto rate and the date of its initiation are 
obviously bound up with the Pras. in which the international 
situation develops, it is to be hoped that the Government will 
be able to stabilize the pound de facto at no distant date, as 


their ability to do so will remove one great cause of uncertainty. 

The actual stabilization rate is intimately bound up with 
tariff policy, for the two will exercise a complementary effect 
upon British industry, the one beginning where the other 
leaves off. In fact, there is much to be said for fixing the tariff 
level first, and for making the stabilization rate conform, for 
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this is in practice the chronological order in which the two 
questions could best be tackled. And this brings us to the 
case for a “ low’ in opposition to a “ high tariff.” 

By a “ low tariff ” a scale of duties rising to a maximum of 
IO per cent is understood on the Continent. There is reason 
for believing that the movement towards the reduction of the 
present excessive tariff barriers, begun at the 1927 Geneva 
Conference, is crystallizing out in the direction of a low tariff. 
If a suitable lead were given there is ground for hope that 
several—possibly a large number of—European countries could 
be brought to agree that, at any rate as regards trade between 
themselves and us, they would bring their tariffs down within 
the “low” category. At the moment it must be confessed 
that these hopes are nebulous, but if Great Britain with her 
Free Trade traditions, in the face of the formidable agitation in 
favour of a high tariff, and above all with a National Govern- 
ment possessing an overwhelming popular mandate and 
endowed with absolute freedom of action, were deliberately to say 
that she was refraining from inflicting a high tariff upon actual 
or potential low tariff countries, then the response evoked by 
so striking a gesture should be both far-reaching and immediate. 
If Mr. MacDonald shares and implements this view, he will do 
the minimum of outrage to the beliefs of the many Free Traders 
in the country, he will justify the claim of many: Protectionists 
that tariffs possess a definite bargaining value, and, in short, 
he will have interpreted as closely as is practicable the wishes 
of the average and moderate-minded British elector. Of far 
greater importance, he will have set in motion forces calculated 
to break down the high tariff walls which are indubitably 
one of the major causes of the world economic deadlock. 

The final question is what stabilization rate would 
conform to the various needs and proposals enumerated above. 
Cbviously no attempt should be made to-day to give a definite 
and precise answer, but it may be pointed out that a rate of 
$4°30 is equivalent almost exactly to a depreciation of 
12 per cent. It equally postulates an advance in the sterling 
price of foreign goods of 134 per cent, and if to this be added a 
10 per cent tariff, the total “ protection” so given to British 
industry is almost exactly 25 per cent. This should be all 
that our industries would reasonably require. 

On the other hand, de facto stabilization at $4-30 would 
be equivalent to a substantial appreciation in sterling from its 
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recent levels. It would mean that we were making good to 
our foreign creditors over half the losses that they would incur 
if we let sterling remain at the rate of $3-65 at which it stood 
in late November. This would show that we were doing 
all we could to fulfil our obligations and, in short, that we were 
meeting the world half-way. Thus our home needs, our duty 
to our creditors, and our proper contribution to world recon- 
struction appear to meet about this point, and if the Govern- 
ment were to frame their policy along these lines, they would 
seemingly meet equally our own need to rectify our adverse 
trade balance and restore the competitive power of our 
industries, and the world need that we should do everything 
possible to promote the adoption of permanent remedies for 
the present most difficult and unprecedented situation. 





*,,* It is proposed to publish from time to time in Lloyds 
Bank Monthly Review signed articles by economists of 
standing, affording opportunities to exponents of different 
theories to state their case. The Bank is not necessarily in 
agreement with the views expressed in such signed articles. 


Investment Trusts 





By G. Benson 


ROBABLY most people imagine that Investment Trusts 
fe are a British invention, but it is to the Dutch that we 
have to look for the first known example of a company 
formed with the object of acquiring an investment portfolio, 
for such was one of the main objects of the Allgemeene Neder- 
landsche Maatschappij ter begungstigung van der Volksolijt, a 
company formed by King William of Holland in 1822. This 
company, whose name was changed to the Société Générale de 
Belgique after the separation of Belgium and Holland, undertook, 
in addition, various banking and other financial activities, which 
were subsequently developed at the expense of the investment 
side. Subsidiary companies were formed in 1835, whose 
objects, as set out in the Articles of Association, were almost 
entirely analogous to those of the modern British company, but 


? 


these companies would now be described as “ holding” or 
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“ finance ”’ companies, as they were interested in only a few 
large investment situations, and in many cases the directors 
were actively concerned with the managemeni of those com- 
panies whose stocks were held. It was not until 1852 that a 
company was formed in Belgium—the Crédit Mobilier—with 
the twofold object of giving shareholders the advantage of 
expert management and a diversification of risk, to an extent 
unattainable by the small investor. 

In Great Britain the first trusts were formed in Scotland 
by groups of individuals—usually co-heirs of large fortunes— 
who handed over the administration of their funds to a trustee. 
Resulting from these successful “‘ trustee ” associations, the 
first investment trust company was formed in London in 1863. 
By 1890 the movement had become popular in both countries, 
and to-day, although the exact figure is unobtainable, the funds 
of these companies exceed £300,000,000 in value. Of this 
amount approximately 60 per cent is invested outside the 
United Kingdom, and 40 per cent in companies incorporated 
in Great Britain. These institutions have, therefore, not only 
a national, but an international importance. The control of 
these vast funds, although legally in the hands of the investors, 
is in the hands of, and under the supervision of, a relatively 
small number of directors, many of whom are on the board of 
other investment trust companies. In view of the wide powers 
of the directors, the question of management is of paramount 
importance, for although the directors are primarily concerned 
with and responsible for these large savings of the investing 
public, their power in the capital market, and in the international 
investment market, gives them economically and politically an 
even greater responsibility. 

The investment trust movement has made but little pro- 
gress on the Continent, but in recent years so-called investment 
trust companies have been formed on a very large scale in the 
United States. 

Some attempt will be made in this article to examine the 
principles and policy adopted by companies of this nature, both 
in the United States and in Great Britain, and to gauge the 
measure of their success or failure to date. 


Like other financial institutions, British investment trust 
companies have had their vicissitudes. When stock and 
commodity prices are rising it is not difficult for the directors of 
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companies concerned with the investment of money to disclose 
satisfactory results, and to declare good dividends. It is, how- 
ever, in depressed times like the present that the real wisdom 
and skill of the management is tested. Hitherto depressions 
have only affected one or more of the continents of this world 
at a time, and British investment trust companies have been 
able to maintain their position. Now, however, they are faced 
with a situation arising out of a depression which is world-wide. 


What are the functions and principles of an investment 
trust company? Their functions have been described as :— 


(1) The application of specialized knowledge and skill to 
the business of investment. 


(2) The obtaining of a larger yield, combined with greater 
security of capital and income, than is usually possible 
to the individual investor through the principle of 
diversification. 

A new investment trust is, in fact, a pool in which investors 

ae their cash resources, to be invested by specialists who are 

ired at very small cost. The amalgamation of funds enables 
a large number of investments of all types to be acquired, 
thereby providing a distribution of risk usually unobtainable 
by the investor, and a constant supervision which takes more 
time than the average investor can afford. 


Although the capital structure of British investment 
trusts vary in detail, the underlying principles are the same in 
all cases. The companies are usually entitled to issue deben- 
ture stock and terminable debentures equivalent in amount to 
the capital outstanding, and in some cases to the amount of 
capital outstanding and reserve fund. The capital consists of 

reference and ordinary stock divided into equal amounts, or 
in the proportion of 60 per cent preference, and 4o per cent 
ordinary. In pre-war days rates of interest were so low that 
debenture sack carried interest at 4 per cent, and was issued 


at times at over par, but since the war 5 per cent has been the 
usual rate of interest, and according to current money rates and 
the strength of the companies, stock has been issued on the 
basis to yield 4? per cent to 5% per cent. Many of the old 
companies have used their loan facilities up to the limit, but 
conditions have made this impossible for some of the new 
companies, The preference stocks are usually cumulative and 























495 


pay fixed dividends of 5 per cent, except in the case of some 
pre-war companies, whose rate is 4 per cent. 


Cheap money reflects generally depressed industrial con- 
ditions, and consequently low Stock Exchange values. Invest- 
ment trust companies issue debenture stocks at such times on a 
low-yield basis and take advantage of low Stock Exchange 
quotations, for in times of depression market prices fall out of 
proportion to the intrinsic value of stocks and shares, just as 
they rise too high in times of prosperity. The holders of trust 
company ordinary stocks benefit in good times by being offered 
the right to subscribe to further stock on bonus terms. The 
size of investment trust companies consequently tends to 
increase steadily. 


The diversification and distribution achieved is clearly 
demonstrated by the following figures, taken from the last 
annual report of a well-known English company. 


The capital structure of the company is as follows :-— 


£ 
4 and 5 per cent Debentures oa se ««» 3,500,000 
4 per cent Preferred Stock ove _ ««. 2,175,000 
Deferred Stock... - a eae 1,450,000 


The investments, which oud in the balance sheet as at 
May ist, 1931, at £9,034,305, and which were then worth 
approximately £280,000 more, number 715. They are 
distributed as follows :— 


Percentage 

of Valuation 
British Government Securities .. aan _ 3°6 
Railways, including Street Railways on 23-5 

Telephone, Gas, Electric ae and Other 

Public Works . 16-4 
Commercial and Industrial 28-6 
Trust Companies ... 12-2 
Foreign Government and Municipal Loans 10-9 
Steel, Coal and Iron a 4-8 
100-0 


Of these there are in :— 
Percentage 
of Valuation 
Bonds, Debentures or Debenture Stocks me 53-9 
Preference and Guaranteed Shares or Stocks ... 25-2 
Ordinary Shares or Stocks oe oun 20-9 
00 
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A classification according to countries is as follows :— 


Percentage 
of Valuation 

Great Britain — at on _ -_ 37-4 
British Dominions and Dependencies 6°3 
United States of America... 15-4 
Cuba oes on 0-6 
Argentine 8-5 
Brazil inn a nas own 4-0 
Other South American Countries 3°3 
Mexico - ine an abi 0-5 
Central America 1-0 
Continental Europe 19-1 
Other Countries 3-9 

100-0 


Given good management, this three-fold diversification of 
investments reduces the risk of serious loss of income and 
capital in a manner which is obviously impossible for the 
individual investor. 

The holder of the debenture stock in such a company is 
covered over twice by capital, and the percentage of bonds and 
debentures held by the company more than covers the debenture 
stock outstanding. The preferred stock is amply covered by 
fixed interest-bearing stocks in the portfolio, and the deferred 
stockholder has a reversionary interest in an asset which has a 
very considerable earning power over and above its fixed charges. 


The history of this company is interesting, as it reveals the 
mistakes made during the initiation period, and the means by 
which success was subsequently achieved. Formed in 1888, 
the first balance sheet disclosed an issued capital of £1,000,000 
consisting of £600,000 4 per cent preference stock, and £400,000 
deferred stock. The company had, in addition, £650,000 
4 per cent debenture stock outstanding. The funds were 
invested mainly in American railway bonds to yield just over 
5 per cent, and an initial dividend of 7} per cent was paid on the 
deferred stock. Profits on the sale of investments were on this 
occasion only included in profit and loss account, but preliminary 
expenses were written off, and a reserve fund of £10,000 was 
established. In the second year the dividend was increased to 
84 per cent, but in this, as in all subsequent years, profits on 
sales were put direct to reserve fund, or applied in writing down 
the book cost of investments. In the following year the evils 
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of distributing up to the hilt came to light, and the dividend was 
reduced to 7 per cent. Many investment trust companies at 
this time were heavily committed in North American and 
Argentine investments, some of which, even if sound, were not 
quickly realizable. The resulting unsatisfactory position was 
disclosed during the banking crisis in 1890, followed by the 
American financial and business troubles in 1893. As a result, 
a number of companies were forced to reorganize their capital, 
and dividends were suspended for a time. This company 
weathered the storm, but the 7 per cent dividend was reduced 
to 5 per cent by 1894, and there it remained until 1899. 
Experience had shown the merits of certain principles, and the 
company profited thereby. By 1906, the dividend had been 
increased to 84 per cent, and since that date, with the exception 
of the war period, when no reduction took place, the dividend 
has been consistently increased to its present level of 20 per cent. 
The retention of a part of the earnings in the business is a very 
essential feature of British investment trust practice, and this 
is reflected not only in an increase of almost £1,500,000 in the 
reserve fund since 1906, but also by an increase of £190,000 
in the carry forward. 

The investment trust movement has an even greater 
public following in Scotland than in England, and the investor’s 
confidence in the management is reflected in the appreciably 
lower yield basis on which the debenture, preference and 
ordinary stocks of Scotch trust companies sell. The fact that 
the fixed charges of these companies can be issued to yield less 
than similar issues in England, combined with the practice of 
issuing large amounts of low-yielding terminable debentures, 
has given the Scotch companies a definite advantage. The 
repayment of these terminable debentures might at times 
prove embarrassing to the management were it not for the 
popularity of these issues with trustees and solicitors in Scotland, 
who provide a constant demand for this form of investment. 
Scotch companies as a rule do not publish their lists of invest- 
ments, and in some cases give no further information to their 
shareholders than the actual results as shown in the balance 
sheet and profit and loss account. 

The record of some of the older Scotch companies tends 
to confirm the belief, which is generally held, that the manage- 
ment is more active than the English companies. Some 
indication of the growth and prosperity of these companies may 
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be derived from the following figures of a well-known Scotch 
company formed in 1889 with a capital of £382,520. In 
common with other companies formed at this period, it was at 
first mainly interested in the mortgage business, but to-day 
87 per cent of its assets are represented by investments other 
than mortgages. In its early years the ordinary dividend 
fluctuated, but was never less than 8 per cent free of income tax ; 
10 per cent was paid in 1906, and by almost regular annual 
increases the dividend had been raised to 19 per cent in 1915, 
at which figure it was maintained throughout the war. The 
rate was increased to 20 per cent in 1921, and by 1927 the current 
rate of 25 per cent was attained. In addition to issues on bonus 
terms to shareholders in almost every year since 1921, two free 
capital distributions have been made in the last four years. 
Gross revenue, which amounted to £86,000 in 1890, exceeded 
£690,000 in 1930, and in the same period net revenue increased 
from £36,800 to £290,000. The company’s investments now 
stand in the balance sheet at over £10,800,000, and are stated 
to exceed this amount in value, against which the company 
has £5,160,000 debenture stock, debentures and short-term 
loans, £2,100,000 of preference stock and {£1,000,000 of 
ordinary stock outstanding. The reserve fund, which stood at 
£200,000 in 1900, now amounts to £2,100,000. The company’s 
debenture stocks bear interest at 4} per cent, its short term 
terminable debentures are currently sold on the same basis, 
and its three preference stock issues pay dividends of 4 per cent, 
4} per cent and 5 per cent respectively. The low-yield basis 
of the fixed charges accounts to a large extent for the happy 
experience of the ordinary stockholders. 

The figures given relative to the English and Scotch 
companies described above are striking testimony to the quality 
of the management. Many of the Scottish companies were 
interested in the mortgage business in the ‘nineties, and conse- 
quently were not affected so much as the English companies 
by the various financial troubles of that period. These troubles 
— however, a most salutary shock to the investment trust 

eld, and the necessity for the accumulation of reserves became 
an accepted fact. Since that time British investment trusts 
have gone from strength to strength, increasing their dividends 
and their reserves, and providing a basis for a higher and higher 
market value for their stock. The market quotations of the 
ordinary stocks of the 38 companies which have invested funds 
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ss excess of £2,500,000 as at October 31st, 1931, showed 
that :-— 
4 stood at over 4 times their par value, 
7 stood at 3 times their par value, 
7 stood at twice their par value, 
16 stood at over their par value, 
4 stood at under their par value. 


These prices reflect an average fall of 36? per cent from the 
highest quotations reached. An analysis of 66 companies, 
which published results between February and July this year, 
revealed a decline of 4-4 per cent in net revenue. Of these 
companies, 44 maintained their dividend, sixteen made reduc- 
tions, and two increased their dividend. 


The financial troubles of 1929 seem almost insignificant 
when compared with the economic chaos of 1931. The evil 
consequences of the Treaty of Versailles; the burden of war 
debts; speculation run wild in the United States ; the extrava- 
gance of national finance—not only in the South American 
Republics, but also in almost every European country—and the 
world-wide artificial regulation of trade have resulted in 
depression so intense that confidence has been completely 
shaken. The economic structure of Germany and Austria has 
been endangered through the withdrawal of funds resulting 
from the banking troubles of these countries. In South 
America low commodity prices have affected trade balances so 
severely that the exchanges have suffered in consequence, 
necessitating defaults and moratoria. In the United States the 
poverty of the farmer has caused the failure of many small banks, 
and the lack of confidence in the banking situation has produced 
considerable hoarding of currency. England has been forced 
off the gold standard, and many others have followed. 


In the past, investment trust companies, through the 

aphical distribution of their risks, have had the advantage 
of the prosperity of one portion of the world to offset depression 
in another. Now they have but one redeeming feature in this 
period of reduced dividends, defaults, moratoria and unprece- 
dentedly low Stock Exchange values, namely, the rise in their 
sterling income owing to the premium on foreign currencies. 
Not only do they benefit from their holdings of investments 
actually in the United States, but also from their holdings of 
foreign bonds, which are payable in many cases in American 
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dollars or gold pounds. Some companies derive as much as 
25 per cent of their income from holdings of this nature. 

Se many quotations of investments are nowadays purely 
nominal; so many Stock Exchanges have been closed or 
reduced to a state of complete inactivity ; and the price of so 
many stocks bears but little relation to their intrinsic value 
that valuations of investment trust company portfolios have 
but little real significance. The results vary considerably, but 
depreciations of 30 per cent to 40 per cent may not be uncommon 
when 1931 figures become available. 

Up till 1929 the war period was no doubt the severest test 
which British trusts have had to undergo. Whilst a few of the 
leading companies reduced their ordinary dividends for a year 
or more by }$ to 1 per cent, in most cases this was only a 
precautionary measure, and was not dictated by necessity. 
Reserves were not drawn upon, and in fact were increased. 
Five companies actually increased their dividend during this 
period. Their war record may prove some consolation to those 
— faith in these institutions may be temporarily somewhat 
shaken. 

The national importance of investment trust companies 
was forcibly shown during the war. Arising from the Govern- 
ment’s difficulty in providing funds to pay for goods purchased 
abroad, the so-called ‘‘ Dollar Securities Scheme ”’ was intro- 
duced, under which companies and individuals were asked to 
deposit certain of their American holdings with the Govern- 
ment. As recompense, holders received an amount equivalent 
to one-half of 1 per cent more than the dividend or interest 
rates then in force on the stocks and securities deposited. No 
figures are available as to the total amount deposited by trust 
companies, but some indication may be derived from the fact 
that in 1917 27 per cent of the holdings of one well-known 
investment trust were thus assigned. e granting of almost 
unlimited powers to the directors has resulted in some remark- 
able and very profitable changes in the nature of these com- 
panies’ portfolios over a period of years. Whereas this same 
company had 70 per cent of its funds invested in the United 
States in 1914, this figure was reduced to 36 per cent by the end. 
of the war. is reduction was due to three main reasons :— 

Firstly—A policy of selling American holdings and 
re-investing in British Government securities was of 
great assistance to the Government. 
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Secondly—Owing to the discount on sterling, this 
policy was most favourable to the company so long as 
good prices could be obtained in New York as, in effect, 
exchanging American into British holdings involved a 
considerable exchange profit. 

Lastly—Owing to the imposition of American 
income tax on bonds, this class of investment—hitherto 
the mainstay of investment trust companies—became 
relatively unattractive to British holders. 

_ Based on book cost, holdings of British Government 
securities reached a figure of 20-5 per cent of the total portfolio 
in 1919, which compares with a figure of no more than 3-6 
per cent in the 1931 balance sheet. This illustrates the fact 
that investment trust companies are not formed to invest in 
“ superlatives.” The comparatively high proportion held in 
I9I9 was occasioned by war conditions, when both patriotism 
and financial advantage led to the purchase of large amounts of 
British Government securities to yield a high rate of interest. 
In other words, the position was wholly abnormal. 

After the war, further advantage was taken of the dollar 
exchange, and in more recent years of the Stock Exchange 
boom, with the result that the book cost of holdings in the 
United States fell to 13-1 per cent as at May 1st, 1929. With 
the fall in prices in New York, fresh purchases have been made, 
and the figure had risen to 15-4 per cent at May 1st, 1931. 

History may repeat itself, and just as in the post-war 
period investment trust companies gradually reduced their 
dollar holdings, taking advantage of the premium on dollars, 
so now this trend is already becoming visible. In the previous 
period, South America and Europe were considered attractive 
fields for investment, and the money was mainly re-invested in 
these spheres, but now, if, as some believe, this country is on the 
road to recover some of its lost prosperity, large amounts of 
capital will be required for rehabilitating industry here, and the 
companies may well repatriate their funds for this purpose. In 
this way they will once again be assisting the national interest. 

The influence of trust companies in the capital market is 
undoubted, for although the yield on the highest grade bond 
issues is too low to make them interesting for trusts, and although 
many ordinary share issues are too speculative to come within 
their sphere, they are underwriters and purchasers of many 
new offerings. Their power in this field is such that they are 
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often consulted on the questions of price, etc., as the whole- 
hearted co-operation of the companies can make the difference 
between the success and failure of an issue. 

Again, the directors of the companies have often been 
asked to co-operate in the working out of reorganization schemes 
when things oss gone wrong. any of the qualities requisite 
to make a good trust company director can be and are success- 
fully applied in the capacity of a business doctor. 

One striking feature in British trusts is the low cost of 
management, and the following extract from a reference manual 
on the subject is particularly appropriate. 

“ Attention may be called to the economy of 
administration which distinguishes the leading trusts. 
Administration expenses seldom exceed §ths of 1 per cent 
of the company’s capital, and in view of the excellent 
results obtained, this is, undoubtedly, a very small fee 
for placing one’s financial affairs in expert hands.” 

Economically the world is gradually growing richer, but 
the upward trend is unfortunately not regular, and the intensity 
of the variations seems to grow more severe. The experience 
of old-established companies seems to show that they are able 
to maintain their position in bad times, and to make great 
strides forward in times of prosperity. Whereas the investor 
in the ordinary and deferred stock suffers but little, if any, 
reduction of dividend when conditions are adverse, and obtains 
substantial increases and bonuses in good times, the debenture 
and preferred stockholders always have unimpaired securi 

From the point of view of the investor, one criticism is often 
made of investment trust stocks. In rising markets, the 
ordinary stocks of good companies do not command a large 
market and are rather difficult to buy, and sales of debenture 
and preferred stocks are not always easy to negotiate, whereas 
in times like the present, owing to cheap money conditions, 
the debenture and preferred stocks command a high price, and 
are not easy to come by, and sales of the ordinary stocks are 
not altogether easy to effect. In the parlance of the Stock 
Exchange, the Pron My in these stocks is either a “‘ buyer’s ”’ or a 


“seller's,” but never a “free’’ one. This argument has 
sometimes been used to prevent investors taking an interest in 
these companies. It does not appear relevant, as the intending 
purchaser should consider these investments as of a permanent 
and non-speculative nature. 
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Considerable controversy arises over the question whether 
a company should or should not publish a full list of its holdings. 
Almost all British companies indicate the geographical distribu- 
tion of their investments, and the percentage of debentures, 
preference and ordinary stocks held, but well over 50 per cent 
of the English do not publish their individual lists, and virtually 
no Scotch companies give the public this further information. 
Those in favour of non-publication see no objection to share- 
holders seeing the list of investments by appointment with the 
secretary, or at the annual meeting, but they argue that an 
investment list published with the annual report is liable to 
be out of date and misleading, as important changes may have 
taken place in the intervening period. 

The average investor or member of the public does not 
appreciate the full significance of a large list of investments 
placed before him, and tends to attach too much importance to 
individual investments, instead of examining the list as a whole. 

Publication of investment lists may provide the means for 
the private investor of purchasing interests in areas or industries, 
which subsequently become more prosperous, thus limiting the 
activities of the companies in these investments. Conversely, 
when companies are anxious to dispose of holdings, their 
position is far more favourable when those in the market do not 
know the probable source of the seller. With this object in 
view, interested parties keep accurate records based on the lists 
of those companies which do publish their lists. The private 
investor with his limited number of investments can derive 
but little guidance from a company owning between four and 
six hundred investments, which allow it to take certain risks 
unsuitable for the individual. Absolute faith in the manage- 
ment being the sine qua non of investment trust companies 
from the investor’s point of view, this much-discussed question 
is given undue importance, but on the whole arguments in 
favour of non-publication appear stronger. 

This year all British companies will begin to show the 
effects of the depression in their profit and loss accounts. 
Dividends received last year represented, in most cases, the 
earnings of 1929, and it is only in the last six months that 
reduced dividends and defaults have become the rule. The 
possibilities of further defaults and reductions still abound, so 
that the outlook for this year and next year is not bright. 
Investors, however, need not be alarmed, as many companies 








504 


which have pursued a conservative dividend policy in the past 
could stand a contraction of 10 per cent to 15 per cent in interest 
and dividend income before their ordinary dividends would be 
impaired. Should the contraction exceed these amounts, it will 
be for the directors to consider whether or not to maintain 
dividends by drawing upon the accumulated profits carried 
forward on revenue account for previous years. In the case of 
an industrial company, the wisdom of such a policy is more 
questionable, as a distribution of previous year’s profits may 
involve a substantial weakening of the company’s liquid 
position, with the possibility of having to raise or borrow further 
money to strengthen once more the company’s working capital. 
An investment trust company, whose assets are almost entirely 
negotiable on some stock exchange, has, in theory, if not in 
fact, almost nothing but liquid assets. Its liquidity being 
unimpaired, such a policy may reasonably be adopted by an 
investment trust in bad times. 

Up to 1926, the investment trust movement had made but 
little progress in the United States, and at that time there were 
in all not more than twenty-five companies employing an 
aggregate capital of less than £30,000,000. By the summer of 
1929 this figure had increased to more than £200,000,000. 

The main difference in policy has been that whereas 
British directors invest their funds with a view to obtaining a 
reasonable income of between 6 per cent and 6} per cent on 
their investments, the Americans, in the initial period, neglected 
the question of income and thought only in terms of capital 
appreciation. In fairness to them it must be admitted that at 

e time when so-called investment trust companies were 
created in the United States, the yield on investments was so 
low that it was almost impossible to invest the money on a 
basis to cover the service of debenture interest and preference 
dividend. Fixed charges in the shape of bonds and preference 
stocks were of no attraction to the American investor, who at 
that time was only interested in common stocks. The policy 
of investing for income was, in fact, replaced by one of investing 
with a view to capital profits. The management, in their 
efforts to make large capital profits, neglected the policy of 
diversification as understood in Great Britain, placing their 
faith in larger individual situations. Virtually only interested 
in American common stocks, the companies have naturally 
shown very considerable depreciations in the last eighteen 
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months, and the words “investment trust’? have become 
anathema to the American investor. American trusts have 
but two things in common with English companies—their name 
and the fact that they own investments. They differ in almost 
every other capacity. In some cases they have been the means 
of the bankers obtaining control of large sums of money for a 
small outlay. One case is on record of a firm obtaining control 
of $30,000,000 of money by the investment of $5,000,000 in 
second preferred stock, and of 75 per cent of the equity without 
cash consideration. Although the company in question has 
been successfully handled, little benefit has or could have 
accrued to the investor who has, in fact, supplied some six- 
sevenths of the money by subscribing to the preferred stock, 
but who has only received one quarter of the equity in return. 

Whereas the popularity of British investment trust com- 
panies is based on stability and security, the management of 
many American companies has endeavoured to establish its 
reputation by the measure of success of its speculative prowess. 
With this object in view, the so-called system of pyramid 
finance became very popular in the New York Stock Exchange 
boom culminating in October, 1929. By means of issuing a 
large amount of fixed charges in proportion to the amount of 
ordinary stock outstanding, an appreciation of 10 per cent in 
the market value of the portfolio would be reflected in an 
increase of as much as 25 per cent or 30 per cent in the value of 
the common stock. Based on their liquidating value, these 
common stocks had great speculative attraction, and so long as 
the bull market continued, some of these stocks were selling at 
twice, and even more than twice, their liquidating value. 
A further development of this form of “ leverage ” was the 
system by which one investment trust held the common stock 
of another investment trust, which in turn had fixed charges 
outstanding mainly owned by the public, and which in some 
cases owned the control of the common stock of a further 
company. In good times this system enabled enormous 
increases in the liquidating value of the common stocks to be 
achieved in short periods, but the even quicker reduction in 
the liquidation value which has resulted from the declining 
stock markets of the last eighteen months has dampened the 
ardour of the American investor, and many of these common 
stocks are now selling at 30 per cent to 40 per cent below their 
break-up value. 
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The American salesman has not been thwarted by the 
failure of the management type of trust, and has introduced to 
the American public, as an alternative, the fixed trust. A trust 
of this nature owns a stated portfolio of investments, against 
which units are issued representing a fixed proportion of the 
whole. The investor acquires a definite interest in the portfolio 
by purchasing these units at a price based on the market value 
of the investments, plus a commission to cover the organizer’s 
expenses. As the holder of these units may have them 
liquidated at will, and as the intending purchaser may have 
new units created by the organizer, a free market is maintained 
in the units, which fluctuate with the break-up value of the 
portfolio. The portfolio is managed automatically according to 
regulations incorporated in the trust deed. By selecting a list of 
companies, the price of whose stock and trend of whose profits 
have shown a very satisfactory progress over a period of ten or 
more years, the organizer has been able to persuade the investor 
that similar results will be achieved in the future. Unfortu- 
nately, the profits of various industries, as well as companies, 
vary considerably over a period of years, and although it is easy 
to find a list of stocks which would have shown the investor 
wonderful profits during the first decade, it is by no means 
certain that these same companies will have the same success in 
coming years, nor is it certain that a fixed trust created ten 
years ago would have selected such a profitable portfolio. 
A fixed trust created in this country before the war would no 
doubt have included large interests in the heavy industries, not 
to mention the textile trade and home railways, and the 
position to-day would be described as disastrous. 


The popularity of the management type trust may yet 
re-establish itself in America, for although the public has on the 
whole been led to invest in large speculative pools, which have 
been profitable for the bankers, but of little benefit to the 
investor, some sound companies have been established, and 
others, which fell into the pitfalls at the beginning, are climbing 
out and adopting a policy more in keeping with British ideas. 


It is to be hoped that the investment trust movement on 
British lines will develop not only on the Continent, but also in 
the United States. In these days, when so much is heard about 
the maldistribution of gold and the necessity for the great 
creditor nations—the United States and France—to invest 
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abroad, companies run on British principles in these countries 
could materially help the position by providing the small French 
and American investor with a safe and profitable means of 
investing a portion of his savings abroad. The unsatisfactory 
experience of the American investor in so-called investment 
trust companies, combined with his unshatterable belief in the 
future prosperity of the United States, will probably defer the 
immediate realization of such a hope. In France the un- 
fortunate experience of the small investor in the pre-war 
Russian and South-Eastern European loans has not prevented 
the flotation of various foreign loans in recent months. The 
existing laws relative to the taxation of holding companies 
would have to be modified, and in any case vested banking 
interests, which have a monopoly of the Paris capital 
market, are liable to hinder the formation of such companies 
on a reasonable scale, until such time as investment trust 
companies can be formed to the advantage of those interests. 
When the low cost of forming and running British companies 
is considered, the high banking commissions prevalent in 
France and on the Continent do not improve the prospects of 
the formation or successful career of Continental investment 
trust companies. 


Current conditions have lately retarded progress in Great 
Britain, but the public’s faith in British investment trust 
management is illustrated by the fact that two new companies 
have been formed in 1931 ; and it seems probable that further 
companies will be floated as soon as the economic and political 
outlook becomes more settled and some measure of confidence 
is once again restored. 


Finance and Industry 


(13) The Money Market 
T the City of London is the financial centre of the world, it is 





no exaggeration to say that the money market is the centre 

of the City of London. Other big organizations, such as 
the Stock Exchange, Lloyds, and the great produce markets, 
play their part in City life: yet great as is their importance in 
world economy, they all need money in order to function, and 
so we are brought back to the money market with its dealings 
in loans and bills of exchange. 
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It is fully in accordance with British character and tradition 
that the money market should be an almost invisible market. 
It has no recognized place of meeting, no published code of 
rules. It is conducted in bank parlours, in small offices, in 
obscure courts, and almost in the street wherever two members 
may meet. Like the other great London markets, dealings are 
made by word of mouth and based initially upon mutual 
confidence between buyer and seller, or borrower and lender. 
Perhaps that is why it functions so well and why it is regarded 
with respect and admiration all over the world. 

Coming to more practical details, the money market is 
essentially a dual market, but the two sections are inseparable 
and interdependent. It is first of all a market in money, or 
rather in loans. Secondly, it is a market in bills of exchange. 
For the latter reason it is occasionally referred to as the discount 
market, for the operation of selling a bill of exchange is usually 
known as discounting a bill. 

A market in loans is easily comprehended. There are 
certain people who wish to lend money, and certain people who 
wish to borrow, and the haggling between them relates to the 
rate of interest at which the loan is made. Clearly, if there is an 
excess of lenders, money is “ cheap,” “ easy,” “ plentiful,” or 
“ comfortable,” to quote several of the adjectives applied to the 
state of the money market, and interest rates tend to fall. 
Conversely, if lenders are few and borrowers many, money 
becomes “ tight,” “‘ stringent,” “‘ dear,” or “‘ usable,” the latter 
adjective representing the lender’s point of view. 

Money can never be borrowed in the money market for 
long periods, for, as will be seen later, the lenders cannot afford 
to immobilize this portion of their funds. A certain amount 
of money is usually obtainable (at a price!) for periods of a 
month, but the bulk of the loans are granted for a week, and 
unless renewed must be repaid at the end of that time. Other 
loans are only made and renewed for a day at a time, and so 
can be terminated by borrower or lender every day. Certain 
members of the money market have been referred to in previous 
articles in these series, and for the moment only a brief 


recapitulation is nec : 

(1) The clearing beaks :—They lend money, and buy bills. 
They never borrow money, or sell bills. If they are short of 
money, they refuse to renew these loans, and refrain from 
buying fresh bills to replace maturities. 
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(2) Eastern banks, London offices of foreign banks, 
accepting houses, etc.:—All these lend money, and both buy 
and sell bills. 

(3) The Bank of England :—The Bank exercises control 
over the money market, and renders assistance in case of need 
and on its own terms, in ways which will be described. 

The key to the London money market, however, is a 
mysterious individual usually known as a bill-broker, and it is 
from his point of view that the operation of the money market 
will be described. 

A broker is essentially an agent, whose function is to bring 
buyer and seller together, and not to deal on his own account. 
This first function the bill-broker executes to the full, for he 
is the link between the remaining members of the money 
market. On the other hand, of the three classes of bill-broker, 
the two most important are not so much agents as buyers and 
sellers of bills on their own account. 

Considering now the three classes of bill-brokers, the 
smallest class consists of “ running brokers.” As their name 
implies, they go from bank to bank, finding out the kinds of 
bills that certain banks wish to buy and the kind that other 
banks wish to sell. The Eastern and foreign banks always have 
quantities of bills for sale, which have been forwarded to them 
by their foreign offices and customers for discount in the 
London market, or which have been drawn against London 
credits again with the object of discounting them in the 
London market. Conversely, banks and other members of the 
money market will be on the look-out for bills of special types 
and maturities. A banker always tries to even out his bill 
portfolio, so as to have some bills maturing every day, and he 
will be continually wanting bills of some particular date required 
to fill a gap. Again, a banker is always anxious to spread his 
risks, even so remote a risk as that arising from a bill bearing 
a first-class London acceptance, and so in selecting his bills he 
will have regard to those he already has in his portfolio. 

The running broker performs this work of very specialized 
classification. It is his business to know what bills are available 
and where they are wanted, and then to act as intermediary 
between buyer and seller. He rarely deals on his own account, 
but works mainly on a commission basis. For this reason he 
needs little capital of his own, and indeed has often been 
accused of needing only a bill-case and a stout pair of boots. 
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Next comes the bill-broker, who acts not as an agent but 
as a principal. He both buys and sells bills, and may be 
regarded as a shopkeeper in this particular commodity, if bills 
of exchange can be described as such. He has a relatively small 
capital of his own, and the bulk of his purchases are financed 
by loans from the banks, secured by his stock of bills. Thus 
— a part on both sides of the money market—loans and 

S. 

Finally, there are three big public companies, and five 
private companies, known as discount houses, who buy bills 
mainly to hold until maturity, though they do sell in case of 
need, or when they see a chance of making a profit. While the 
smaller companies do much the same business as private 
firms, the larger companies possess a substantial capital of their 
own, and also accept deposits at call or notice from their 
clients, who are usually leading traders and merchants. They 
are not bankers in the ordinary sense of the word, for when a 
deposit is withdrawn from them they do not pay out cash, 
but only give the depositor a cheque on their own bankers. 
Nor do they take deposits from all and sundry. Furthermore, 
while their capital and deposits provide them with a large part 
of their funds, they also borrow money for a week or a day in 
the money market, 

The bill-broker’s daily round is much as follows :—In the 
morning he visits the London offices of the big banks, both 
British and Foreign, for the dual purpose of arranging his loans 
and buying and selling bills. Every day he has his day-to-day 
loans falling due and also a portion of his weekly loans, and 
unless he is disposing of part of his stock of bills, these loans 
must be renewed or replaced by others. Each banker he visits 
has already had prepared for him a statement showing his 
probable incomings and outgoings of money during the day, 
and on this statement he bases his decision whether to expand 
or contract his loans to the money market. If he is expanding, 
well and good, for the bill-broker may be able to replace loans 
whose renewal has been refused by other bankers, but if he is 
contracting, he refuses to renew all or part of his loans, and 
the unfortunate bill-broker has to hurry off elsewhere. 

It may here be mentioned that there is one institution 
which, at its own price, will always lend money without limit, 
just as it will always discount short bills bearing two London 
names without limit. That is the Bank of England. Un- 
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fortunately from the bill-broker’s point of view, the Bank will 
only lend for not less than a week at a rate not less than } per cent 
above Bank rate : and it will only discount bills for others than 
its customers at not less than Bank rate. As the clearing banks 
lend at 1 per cent below Bank rate, and as they and other 
lenders will lend for a day, bill-brokers naturally only borrow 
from the Bank of England when all other lenders fail them. 
Again, market discount rates on bills are always below Bank 
rate, so that bill-brokers only discount at the Bank as a last 
resort. In fact it often pays bill-brokers to borrow from the 
Bank, paying the high interest rate thus demanded for a week, 
instead of discounting bills at the Bank and standing the loss 
on their bills entailed by that action. Or it may be better to 
borrow in the market for a day at rates higher than those 
demanded by the Bank, rather than to borrow from the Bank 
for its minimum period of a week. When bill-brokers have to 
borrow from the Bank of England, the “ market ”’ is said to 
be “ in the Bank.” 

To return to the bill-broker’s daily round, he is simul- 
taneously engaged in buying and selling bills. Some of his 
bills come to him direct. Thus he will tender each Friday 
for some of the new Treasury bills to be issued the following 
week, and as long experience and a spirit of co-operation have 
taught the various members of the money market to tender at 
approximately the same rates, he will usually succeed in getting 
an allotment. Again, the discount houses and the bigger firms 
of bill-brokers have their own clients in the trading community, 
who will sell to them their own bills arising out of their normal 
business. Even so, on his daily visit to the Eastern and Foreign 
Banks he will be on the look-out for bills either for his own 
portfolio or for another bank whose needs he knows, and at 
every bank he will be on the look-out for an offer to buy some 
of his bills at a profitable rate, and will take care to say what 
bills he knows to be in the market. ; 

By mid-day, he usually knows how the day is shaping, 
and especially whether he is likely to be driven into the Bank. 
In the afternoon he is mainly engaged in filling up gaps in his 
books, both as regards his borrowings and his bill-holdings, and 
in taking advantage of any special bits of business that come 
along. By the afternoon, too, it often happens that bankers 
find that after all they have a little money over which they are 
glad to lend for the night, often at ridiculously low rates, and 
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that is the bill-broker’s opportunity. It is in these conditions 
that money is said to be “‘ unlendable,” a statement which, when 
it appears in the press, often reduces the impecunious to fury. 
What it really means is that the banks have more money to 
lend to bill-brokers (against the unimpeachable security of their 
bills) than bill-brokers require at the moment. 


This completes the account of the daily operations in the 
money market. Subsequent articles will discuss and explain 
the various rates quoted there, and the many complex influences 
that govern them. They will also show how guidance and 
control are exercised by the Bank of England. 


Notes of the Month 


The Money Market.—Until the end of October money 
was relatively easy and abundant, so much so that immediately 
after the election there was a disposition to hope that the 
victory of the National Government with its general restoration 
of confidence would permit of a reduction in Bank rate. 
This, however, proved quite out of the question. The inter- 
national financial outlook has been growing steadily more 
serious, while immediately after the election the “ gold” ex- 
changes moved against London for reasons discussed below. 
Furthermore, at the end of October the Bank of England 
credits for a total sum of £50,000,000, arranged in New York 
and Paris three months before, fell due for repayment. While 
£30,000,000 was renewed, the balance had to be repaid, and to 
cover this operation the Bank had to part with £15,000,000 of 
its gold stocks, which were thereby reduced to about 
£121,000,000. This contraction in the Bank’s Reserve obviously 
calls for a policy of caution, especially as Christmas and the 
New Year are always a time of special demands upon the 
Bank’s resources. oreover, during November money gradu- 
ally became tighter, for the Government were issuing fresh 
Treasury bills at the rate of £5,000,000 a week, mainly in order 
to accumulate funds in preparation for the War Loan dividend 
due on December 1st. Payments for these fresh bills took 
money off the market until by November 18th money had 





become so scarce that a small amount had to be borrowed from 
the Bank. Discount rates also hardened until by the same date 
three months’ Bank bills were quoted at 5? per cent, and 
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German renewal bills, which were affected by the general 
doubt as to Germany’s stability, at practically Bank rate. 
“ Hot ” Treasury bills were dealt in at 5,4, per cent, the lower 
rate being due to their unimpeachable security, but all these 
rates were close to Bank rate, so that at that time neither 
technical nor general considerations seemed to warrant a 
reduction in Bank rate. 

The Foreign Exchanges.—Sterling held its ground well 
against gold currencies during the election campaign, but since 
then there has been a definite reaction, the pound having fallen 
from $3.87 on October 29th to $3.41 on November 3oth. 
There are several explanations for this decline, which need not 
cause undue anxiety. An initial cause was that the victory of 
the Government had been so generally anticipated that a certain 
amount of speculative purchasing of sterling took place during 
the campaign, while importers of foreign goods and others who 
needed foreign currencies deferred their buying until after the 
election in the expectation of being able to buy ata cheaper rate. 
All this meant that the election was followed by accumulated 
offerings of sterling and demands for foreign currencies, and 
the exchanges naturally reacted. Three other causes were also 
at work, One was that at this season of the year there is always 
pressure upon the sterling exchange, due to the need for 
financing crop imports from North and South America and 
from other agricultural areas of the world. The next is that, 
as confirmed by Mr. Runciman in the House on November 
16th, abnormal imports of goods into this country took place 
during early November in anticipation of a tariff, and while it 
cannot definitely be said that these depressed the exchanges, 
they would undoubtedly have that tendency. Finally, there 
has been some selling of sterling for dollars on the Continent, 
All these factors are likely to be purely temporary, and that is 
why the recent depreciation of sterling need cause little anxiety, 
During October and early November there was a sharp advance 
in the price of silver, both in London and in New York. This 
was partly due to the Manchurian situation, which increased 
the fate demand for silver, and to Indian sales of gold for 
silver stimulated by the gold premium now existing in India, 
the rupee being on a sterling basis. Another factor in the 
advance, however, was speculative operations in New York, 
and so it is not surprising that a reaction occurred in mid- 
November. Even so, on November 1gth silver was quoted in 
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London at 18,,d. per ounce against under 13d. at the time of 
the suspension of gold payments. 


The Stock Exchange-—Markets have displayed a more sober 
tone during the past few weeks, and November 16th, the date 
upon which dealings for the account were once more permitted, 
was the prelude to a definite reaction. This general decline in 
prices could have caused little surprise, for now that dealings 
need no longer be for cash, “‘ bear ” operations are once more 
practicable, though only upon a limited scale as continuations 
and options are still prohibited. The Stock Exchange has also 
given full weight to the obscurity of the international outlook, 
including the German situation, the strained position in 
Manchuria, and the financial and exchange difficulties and 
restrictions current in many parts of the world, and foreign 
bonds in particular have fluctuated from day to day in sympathy 
with the trend of passing events. The gilt-edged market has 
been under the shadow of the 6 per cent Bank rate, the increasing 
monetary stringency, and the weakness of sterling, and the 
reaction in prices here was amply explained by the realization 
in the middle of November that there was little prospect of an 
early reduction in Bank rate. Home rails, after their marked 
improvement during October, lost ground owing to poor traffic 
returns, and industrials reacted on profit-taking after the 
election and on the fall in commodity prices three weeks later. 
Oil shares have been weak and irregular, and the rubber market 
dull. Gold mining shares were firm early in November, but 
reacted later on, while base-metals reacted sharply on the 
breakdown of the New York Copper Conference. 


Overseas Trade.—The October trade returns virtually 
covered the first four or five weeks of the suspension of gold 
payments, but even so they had no striking changes to reveal. 
Imports rose from £68-3 to £80-7 millions, but the increase 
was mainly confined to foodstuffs and finished goods, and there 
was no sign of those heavier purchases of raw materials which 
would be one of the earliest signs of an industrial revival. 
Moreover, the expansion in foodstuffs and manufactured goods 
oe was in part seasonal, though to some extent it may 
reflect the higher sterling prices that now have to be paid for 
foreign goods. Exports of British goods improved from £29-8 
to £32°8 millions, the increase being spread fairly evenly over 
all three categories of goods. In part this recovery, too, is 
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seasonal, but there was a very welcome growth in the shipment 
of cotton yarn and cloth. Figures for the first ten months of 
the year are given below :— 


Description Jan.-Oct., a" es — (+) 

1950 Decrease ( —) 
£ mill. £ mill. £ mill 
Total Imports ... _ ni oes 875-8 702-0 —173-8 
Retained Imports se eee i 800-9 648-5 —152-4 
Raw Material, Imports .. oe inn 213-7 139-6 — 74-1 
Total Exports, British Goods . eek 488-0 325-2 —162-8 
Coal Exports... 38-9 28-8 -— 10-1 
British Tientenued Goods, Exports... 379°4 245-0 —134-4 
Re-Exports a ; 74-9 53°5 — 21-4 
Total Exports ove one aoe 562-9 378-7 —184-2 
Visible Trade Balance ae ane «. | —312-9 —323-3 — 10-4 





It is noticeable that the adverse visible trade balance is 
more serious this year than it was in 1930, in spite of the fact 
that the contraction in imports and exports, due to the trade 
depression, might have been expected to bring them nearer 
together. In view of the fact that imports will now have to be 
paid for at prices which take account of the depreciation of 
sterling, a further widening of the margin would not be 
surprising, as it will take exports some time to respond to such 
stimulus as is given by the fall in the exchange value of the 
pound, and so in the world price of British goods. 








Home Reports 
The Industrial Situation 


While certain industries and notably the textile trades have 
benefited from the depreciation of sterling, the relatively small 
decrease in unemployment shows that industrial conditions as a 
whole are not very much better. In some trades, such as 
engineering, a more hopeful tone is in evidence, though even 
here fresh orders are slow in coming forward. Against this, 
the coal trade has been hard hit by the French surtax of 
I5 per cent upon British goods and the improvement in the 
steel industry is confined to the lighter branches which only 
use a small quantity of steel. The real trouble is that un- 
certainty abroad and high money rates at home are checking 
enterprise and fresh capital expenditure, while the heavy tax 








516 


collections now imminent are likely to restrict enterprise and 
to deplete further the nation’s capital fund. Unless the 
problems of Germany and other European countries can be 
solved at an early date, international trade is in grave danger of 
coming to an end, and in these circumstances it is not easy to 
envisage either a relaxation of the present high money rates 
or a permanent or real improvement in British trade. 


Agriculture 

England and Wales.—By the end of October the lifting 
of potatoes was — over. Disease was prevalent and 
the yield per acre below average. The improved weather 
conditions have been beneficial to root crops but the yield and 
sugar content of sugar-beet will probably be below average. 
Pasturage was abundant and the outlook for winter keep good. 
The condition of stock was good and milk yields normal. 

Scotland.—The prospects for fodder supplies during the 
winter are generally good: hay and straw are plentiful but in 
some districts a shortage of turnips is expected. Livestock 
supplies have been up to the average and quotations show a 
further reduction. Grain prices have been firm, milled oats 
being still in request. The arrival of Continental stocks has 
weakened the potato market somewhat but prices remain fairly 
steady with ware round £6 per ton. 


Coal 


Hull.—Prices show a slightly easier tendency, owing to an 
increase in quantities available for export. 

Newcastle-on- Tyne.—With the possible exception of best 
bunkers, the market has shown a distinctly easier tone than 
last month. Patent coke is quietly steady, and makers are 
barely able to maintain prices. Gas coke is in good demand. 


Sheffield —In the export trade supplies are steady, orders 
normal and prices firm. Industrial fuels have improved in 
demand and the call for household coal remains steady. 

Cardiff—Conditions in the South Wales coal market 
remain exceedingly quiet and most collieries are working short 
time. Consequently all classes, with the exception of low 
volatile washed steam’ nuts, are readily obtainable at the 
minimum figures. Advices received from Paris in regard to 
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the new French surtax on coals are apparently more serious 
than was at first anticipated. According to some of these 
advices the new 15 per cent duty is not merely an increase on 
the old 2} per cent but a supplementary one, and whatever 
the French motives, the immediate effect of this new surtax 
has been to bring French business in British coals practically 
to a standstill, and it is feared that it may also divert orders 
to other Continental countries. The present position is 
causing a good deal of uneasiness both to French importers 
and South Wales exporters. 


Newport.—Though October shipments abroad were better 
than in September, the improvement was not maintained in 
November, both Italy and France taking considerably less. 


Swansea.—There is still a very good demand for large 
anthracite, but culm and duff are almost unsaleable. In the 
steam coal section, the market for large is easy but there is a 
good demand for small coals. 


East of Scotland.—In Fifeshire both navigation and steam 
coals continue to meet a brisk demand. The Lothians position 
shows little change as regards navigation coal, steams are 
moving off as produced, and the enquiry for trebles has increased, 
but other classes are dull. The demand for splint coal for 
home consumption is normal. 


Glasgow.—The stimulus due to the depreciation of the 
pound is over and forward business with importers abroad is 
as bad as ever, as owing to high prices quoted by collieries and 
the licensing of imports abroad, importers will not commit 
themselves to long-term contracts. 


Iron and Steel 


Birmingham.—Most dealers are uncertain as to how they 
will be affected by possible imposition of tariffs and many have 
bought protectively but are delaying specification. Though 
business has increased since the election, deliveries have been 
slow and it is thought that accumulated stocks will have to be 
cleared before an appreciable rise in prices is recorded. 

Sheffield—The slight improvement following the suspen- 
sion of the gold standard has not been maintained, and although 
there is an abundance of confidence, substantial orders are 
lacking. Production of open-hearth steel is on a low level and 
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railway steel departments are very slack. Stainless steels 
continue to make headway and motor vehicle supplies are fairly 
steady. The rolling mills report a slight improvement but 
tonnages are still light. The scrap trade is firm. 

Newport.—Imports of iron ore are still at a standstill, but 
the influx of semi-manufactured iron and steel has reached a 
higher level during recent weeks than for the past three years. 
Shipments have been a little better, some of the local works 
are more active, and tinplates are in greater demand. 


Swansea.—The tinplate market does not show any sign of 
material improvement, though there are plenty of enquiries. 


Glasgow.—The works are practically no better employed 
than they were before Britain suspended the gold standard. 
Manufacturers of sheets are, however, turning out rather larger 
tonnages of their products, especially in the lighter branches, 
and makers of heavy steel have increased their bookings to a 
moderate extent owing to the improvement in the shipbuilding 
industry. The demand from the Far Eastern markets is 
adversely affected by the conflict between China and Japan. 
The plants are still producing at a rate much below capacity, 
and in the pig-iron section only three furnaces are in blast in 
comparison with 80 to go normally before the war. 


Engineering 

Birmingham.—Heavy engineering is a little better, but 
the electrical side is rather quieter than it has been recently. 
The motor trade is now fairly busy with seasonal programmes 
and fulfilling agents’ demands for stocking new models. There 
is a good demand for small machine tools. 

Coventry.—The motor car industry, although still far from 
being fully employed, is moderately encouraging, some of the 
smaller factories being very busy. The motor cycle trade is 
quiet, and the pedal cycle trade is fair. 

Luton.—The motor trade is fairly busy, the chief improve- 
ments being in light and heavy lorries. Hydraulic engineers 
are very slack. 

Sheffield—Most engineering works report a slight im- 
provement during the past month and several contracts for 
machinery have been booked. The tool trade shows signs of 
profiting by the reduced value of the pound sterling abroad and 
there is a slight improvement. 
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Wolverhampton.—Light engineering firms are busier than 
they have been for some months past and the electrical section 
is actively employed. 

Glasgow.—There is no very definite change. The marine 
branch is, however, rather better employed owing to the receipt 
of more contracts by Clyde shipbuilders, and in the motor 
engineering trade a well-known firm has had the satisfaction 
of booking an order for 116 commercial vehicles for India. 


Metal and Hardware Trades 


Birmingham.—Business is much better in strip, sheet and 
rolled brass and copper, primarily owing to the seasonal demand 
from the motor trade. Brass and copper tubes, however, are 
quiet. 

Sheffield—The volume of trade in these branches shows a 
slight improvement during the past month but the usual 
buying for Christmas trade is below normal. The de-valuation 
of the pound sterling has had the effect of increasing the price 
of German goods by 20 to 25 per cent, and when present stocks 
are exhausted the home manufacturer confidently hopes to 
secure this business. The scissor section is busy and there is 
a general feeling that this increased prosperity will soon extend 
to other sections of the trade. The demand for silverware is 
poor for the time of the year. 


Cotton 


Liverpool.—The distinctly improved demand for the raw 
material witnessed in the month following the abandonment of 
the gold standard has been well maintained. The enquiry has 
embraced all varieties, Egyptian being in specially strong 
demand, while American has returned more into favour, though 
business here has again been hampered by the firmness of the 
basis on the other side. Weekly deliveries of all growths to 
Lancashire spinners now average nearly 100 per cent over those 
at the corresponding period of last year. It is still too early, 
however, to determine the duration of this improvement, as 
the sharp rise in silver and anti-Japanese boycott have been no 
inconsiderable factors in affecting the revival, and either or both 
of these influences may become modified or disappear at any 
time. As regards the “ futures ” section, quotations have been 
notably steady throughout, and neither the active fluctuations 
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in other commodities nor the unexpectedly heavy increase 
indicated in the U.S. Bureau crop estimate caused more than 
trifling movements in prices. Concerning the American crop, 
it would appear that, in a season where restriction has been 
universally preached and in which a poor crop would have 
been regarded with almost unmixed relief, Nature, with heavy- 
handed irony, has provided well-nigh perfect growing con- 
ditions, and finally produced a yield of 17,000,000 bales, the 
second largest on record. This output, added to the carry-over 
at the end of last season of 9,000,000 bales, furnishes a crushingly 
large supply of American cotton for the current season, and a 
considerably increased rate of consumption appears necessary 
to justify present quotations. There are unknown factors, 
however, such as the Government-holding scheme and the 
acreage-reduction campaign, which will doubtless act as a 
check to any severe fall of prices. 

Wool 

Bradford.—An improvement has taken place and prices are 
very firm. With the near approach of the London wool sales 
topmakers are cautious about accepting further business at the 
present rates. Large quantities of wool are being imported 
and are being rapidly taken up on arrival. Generally speaking, 
there is a better feeling. 

Huddersfield—Business in the woollen cloth industry still 
continues good and manufacturers have orders in hand which 
will keep their machinery running until well into next year. In 
the worsted section conditions are unsatisfactory—orders are 
scarce and export trade most difficult. Since September 28th 
there has been a drop in unemployment of 33 per cent. 

Hawick.—The Border tweed trade is experiencing a dull 
spell for most of the spring orders are now finished, while 
merchants, partly owing to the financial situation, are not placing 
their orders too freely for the winter of 1932-33. In spite of 
this, wool prices are being well maintained. The hosiery 
branch is better, although there is still room for improvement, 
and both spinners and dyers could do with more work. 


Other Textiles 





Belfast.—The flax markets are very late in opening but any 
business done is at higher prices than last year. The demand 
for yarns is, if anything, more insistent. Prices are firm, and 
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mills are working full capacity. The outlook for dress linens 
is satisfactory. 

Dundee.—Considerable progress has been made in the jute 
market during the past month, and many substantial orders 
have been secured. Prices have advanced sharply. The 
market in linen goods has also improved. 

Dunfermline—There is a steady enquiry for linen goods 
and manufacturers are now able to command prices more in 
keeping with the cost of production. The raw material 
position is causing spinners a good deal of anxiety, partly 
owing to exchange fluctuations, The tendency is for prices to 
rise. 

Clothing 

Leeds.—Business is slightly better and there is distinctly a 
more hopeful feeling in the home trade; the overseas trade 
is still practically non-existent. 

Luton.—The ladies’ hat trade is very dull, due to un- 
certainty with regard to tariffs. 


Leather and Boots 


Northampton.—Leather prices remain steady. Demand is 
quiet on the whole as boot manufacturers appear to have good 
stocks, and export trade is moderate. The boot and shoe trade 
is varied. Full time has been known in several factories to 
compete with certain rush orders but on the whole the reports 
that the trade is enjoying normal prosperity are exaggerated. 
Generally speaking, boot factories and retailers are at least a 
month late in placing forward orders for the spring delivery. 
The majority of the firms in the county towns appear to be 
doing remarkably well. The advantage of our depreciated 
exchange for exporting has in several instances been neutralized 
by the import duty and surtax imposed by countries where we 
have a good market. 

Walsall.—Business in rough leather is quieter after the 
unusually heavy demand experienced in October. Following 
the execution of Christmas orders the fancy leather trade is 
quiet, but a slight improvement is reported in the glove trade. 





Shipping 
Hull.—With orders scarce and tonnage in plentiful supply, 
rates continue low. 
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Liverpool.—Apart from a fair amount of chartering in 
connection with Australian grain shipments trade has shown 
little sign of activity, and rates are generally easier. Tonnage 
is still in abundant supply. 


Newcastle-on-Tyne.—Chartering is quiet and, generally 
speaking, in shippers’ favour. 

Newport.—Freights have, on the whole, not moved up- 
wards enough to cover the additional cost of port charges 
abroad, but less ships are laid up than before. 


East of Scotland.—During November coal shipments from 
the Forth ports reached a record for the year, but there is still 
a heavy decrease as compared with 1930. Other branches 
of shipping at the Port of Leith have also been busy, general 
trade with the Continent being well maintained. 


Glasgow.—Tonnage is still in very restricted demand for 
the transport of coal from Scottish ports to foreign destinations 
owing to the limited number of f.o.b. orders held by shippers, 
and with boats in ample supply rates show an easy tendency. 


Foodstuffs 


Liverpool.—Traders in wheat have experienced a busy 
month, and the “ futures” section of the market has been 
exceptionally active. For the first portion of the period under 
review quotations advanced almost daily under the strong lead 
of the North American markets, where reports of damage by 
drought to the U.S. winter crop and the temporary absence of 
Russian and Argentine competition were taken advantage of 
by bullish speculators. The situation here, however, was 
relieved by fairly heavy supplies of Australian wheat whilst 
consumers, in view of the large stocks held locally, showed no 
readiness to respond to the higher prices demanded by 
American shippers. Later the rumoured resumption of ship- 
ments by Russia caused a fair set-back, though at the present 
figure of 5s. 8d. per cental for near options, the quotation is 
still 2s. over the lowest touched in September. There have 
been very heavy shipments of maize to this port, and a strong 
demand locally and on the Continent has kept the market 
extremely active at a higher level of prices. Costs of this 
cereal still awaiting shipment in the Argentine are reported to 
be substantial. Continental bacon arriving in very heavy 
supplies brought prices down to a record low level for many 
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years past. American bacon and hams were in light supply, 
but prices were lower in sympathy with Continental bacon. 
Lard was steady. Butter was in quiet demand, but violent 
fluctuations in Danish and Swedish descriptions made buyers 
cautious, and the unsteady rates of exchange did not tend to 
produce any confidence. In cheese, production was less all 
round, and as supplies from the Colonies have fallen away the 
market was firm. In the canned goods section, meats and 
fruits were a moderate trade at about unchanged prices. 


Fishing 

Lowestoft.—The fall in herring prices and a restricted 
fishery were principally accountable for the decline in British 
fish landings in October. The decline of white fish prices 
was not so marked as in the case of herrings. 

West of England.—In Mounts Bay during the past month 
the end of the long line fishing has taken place, and Cornish 
boats generally have been preparing for the winter herring 
season. Trials for herrings have been made at the various 
ports, and prospects—if weather allows—seem good. At 
Brixham landings for the month of October considerably 
improved. Soles were in abundance, and a brisk demand 
realized good prices. 

Scotland.—The line fishing from the Scottish coast ports 
continues to be fairly successful, but reports from the herring 
fishing fleet operating in English waters are not satisfactory. 


Other Industries 
Chemicals.—The trade has improved and is now active. 


Paper-making and Printing—The better feeling in the 
Edinburgh paper-making trade, to which reference was made 
last month, is still in evidence, but the printing branch is still 
faced with a good deal of unemployment. 


Pottery.—Trade continues good in the earthenware section 
of the pottery industry, but the china section is not so bright. 
Orders have fallen off somewhat during the last few weeks, 
probably due to the Christmas trade having been completed. 


Timber.—Hull trade during the past month showed an 
improvement, the result of the general election causing more 
confidence. The case trade is better, and housing is still 
taking good quantities of rough timbers and floorings. The 
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Finnish and Swedish er have made heavy sales at 


improved prices of some of their unsold balances, Russian 
shipments are nearly finished for the season and the outlook 
generally is better. In Wales pitwood imports have fallen off 
and only small quantities of other timber have been received. 


Dominion Reports 
Australia 
From the National Bank of Australasia Limited 

Rising prices for wool, wheat and metals have stimulated 
exports, but internal trade is little better. The increase of 
unemployment has been checked at the moment, but this ma 
be due in part to seasonal demands for farm labour. Stoc 
Exchange transactions have been more numerous with prices 
generally rising, but labour disputes affecting coastal shipping 
and exports are disturbing factors. Weather conditions are 
favourable, except in Queensland where rain is needed. 


Canada 
From the Imperial Bank of Canada 


Business conditions are a little better. The marked 
increase in the price of wheat in the past six weeks has stimulated 
sales and the new money received will materially benefit the 
Western Provinces. The latest reports on the power industry 
indicate an increase in output. Production of newsprint 
expanded in September and employment was also better. The 
C.P.R. shops employing some eight thousand men have lately 
been re-opened, and this has further improved employment. 
There is also a fairly steady increase in the number of American 
businesses establishing branch plants in Canada. 


India 


The Bombay cotton market has been more active, with 
improved local mill enquiry and considerable demand from 
Shanghai. Crops in Bengal are only expected to be about 
2 oe cent of the normal. October was a dull month for 

chester goods though the feeling improved towards the end 
in anticipation of the better offtake which usually occurs at 





the time of the Hindu New Year festival (this year early in 
November). The offtake of local goods from the mills has 
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improved and prices are firmer with brighter prospects of con- 
tinued demands from up-country centres. A sharp advance 
was registered in loose jute in Calcutta with good demand by 
both mills and balers. The tea market was dull, with busi- 
ness and prices falling away. Rangoon reports rice to be an 
easier market, with China demand very disappointing. 


Irish Free State 


Agricultural activities are well advanced in all districts. 
Livestock are healthy and there is an abundance of fodder. 
Winter-sown wheat is better than the spring variety, though 
yields in both cases are below the average. The oat crop is 
well short of the usual and the grain light. Potatoes did not 
exceed 60 per cent of the normal. 





_—n Foreign Reports 


From Lloyds & National Provincial Foreign Bank Limited 


Returns for the first nine months of the year show a decrease 
of 15 per cent in imports and 28 per cent in exports as compared 
with the corresponding period last year, the adverse visible 
trade balance being Frs. 9,968 millions as against Frs. 6,546 
millions for the first nine months of 1930. Unemployment 
figures on November 7th were 62,028 compared with 2,244 
a year ago. 

Bordeaux.—Dealings in this year’s wine have been 
negligible, with quotations weak. e vintage will be much 
less than was anticipated. Firmness in America has influenced 
the resin market, and prices have risen sharply. As stocks are 
low and forward sellers have been obliged to cover, pale grades 
are expected to remain firm, though turpentine and darker 
grades may give way. 

Le Havre.—Coffee prices have advanced steadily. Cotton 
has also shown marked progress with a rise of 36 points over 
prices of October 12th. 

Lille—Everything is at a standstill, with markets nervous 
and uncertain owing to the fluctuations in the pound sterling 
and the prospects of a British tariff. Cotton spinners at the 
best are only able to work irregularly, and wages have been 
reduced in most mills. The linen trade has reduced production 
by 40 to 50 per cent. 
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Roubaix.—Demand for tops has lately begun to fall away, 
as — are disinclined to pay remunerative prices. Raw 
wool is not coming forward at all well, and combers are forced 
to work below capacity. Still, stocks of tops have lately been 
reduced. Reports from spinners are not encouraging except 
in the hosiery section. Cloth manufacturers were only able to 
work short time even before the imposition of the new British 
duties, which will hit Roubaix very hard indeed. 


__ Marseilles ——The market in ground nuts has been active 
with prices firmer. Copra is quiet and olive oil has weakened. 


Belgium 
From Lloyds & National Provincial Foreign Bank Limited 


There was a slight decrease in the production of pig-iron 
and raw and finished steel in September, and prices have con- 
tinued weak. The coal industry is better in domestic fuel 
owing to seasonal demands, but no improvement has taken 
place in industrial categories. 

Germany 

The general outlook remains very doubtful, and though 
unemployment is only increasing slowly, the financial strain is 
as acute as ever. e whole Continental steel trade is in a 
disorganized condition, and other German industries are feeling 
grave apprehension at the effect of the new British import 
duties. Much depends upon the outcome of the reparations 
conference at Basle and the standstill agreement conference at 
Berlin, but in any case the winter will be a period of great 
hardship. 


Holland 


The fall in the value of sterling is beginning to show its 
influence here, particularly in the cotton industry. Wages 
have been reduced and attempts are being made to increase 
the number of looms per worker. The Government is reducing 
civil service salaries from March 1st and bringing pressure to 
bear on local authorities to do the same. It is felt that steps 
will have to be taken to reduce the cost of living, so as to permit 
of further reduction in wages and costs. The Stock Exchange 
is quiet, but several new bond issues have been placed 
successfully. 
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Norway 

_ _ There has been a fair demand for props, but round mining 
timber and planed wood remained dull. Prices in the latter 


case have remained substantially unchanged, and shippers feel 
that as British stocks are low, prospects are likely to improve. 


Sweden 


In spite of the depreciation of about 20 per cent in the 
kroner, imports have not shown any serious tendency to decline, 
while exports have fallen off rather heavily. The trade balance 
is therefore strongly negative with a surplus of imports for the 
first nine months of the year of Kr. 255 millions as against 
Kr. 88-3 millions for the same period of last year. Strong 
measures in the shape of restrictive legislation and propaganda 
have now been adopted with a view to limiting imports, and a 
reaction is now expected, but an attempt by the central bank to 
stabilize the kroner on a parity with sterling proved premature 
and broke down. Wood sales at the middle of November 
amounted only to 650,000 standards as against 940,000 at the 
same period last year. The export of iron ore has also fallen 
to a negligible quantity. 

Denmark 

The foreign exchange situation has grown acute and 
reserves of foreign currencies have been almost exhausted. 
New legislation has been passed, compelling exporters to re- 
patriate the proceeds of their sales, and regulating the transfer 
of funds abroad. In the commodity markets the price of 
butter remained unchanged, though eggs have risen 30 kroner 
and bacon has fallen 1o kroner. e outlook generally is 
considered bad, as prices of imported feeding-stufis are rising 
and other countries are imposing restrictions on the importation 
of Danish produce. 


Switzerland 
From Lloyds & National Provincial Foreign Bank Limited 
Federal Bond issues, Swiss Bank and industrial shares have 


shown a marked advance. Despite the rise in foreign discount 
rates, the influx of foreign funds for investment continues. 


Spain 
_ As the duty of Frs. 84 per hectolitre on Spanish wine 
imported into France is considered prohibitive it is thought 
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that the new trade agreement between the two countries will 
adversely affect Spain’s trade balance and throw a still greater 
strain on the peseta exchange. The Finance Minister fore- 
shadows increased taxation to meet an estimated deficit of 
500 million pesetas. 


Morocco 
From the Bank of British West Africa Limited 

Trade conditions have improved with good early rains 
and better prices for cereals. A new French loan of Frs. 1,800 
millions becomes available early in 1932 for general develop- 
ments, Urban building on a large and varied scale con- 
tinues with improved openings for British suppliers to the 
kindred trades, which is still Pecther enhanced by the fall in 
sterling—a remark which applies strongly to all commodities 
imported into Morocco, though little advantage appears to have 
been taken of the fact. 


United States 


The export movement of gold appears to have given way 
to an inflow, principally from Japan. Striking declines are 
being shown in the published reports of companies as compared 
with trading in the second quarter of the year. There is, 
however, a better feeling in the air at the moment than has 
been noticeable for some time past which is to a considerable 
extent attributed to the British election results and to the 
improvement in grain, crude oil and silver prices. The steel 
industry has lately expanded from 28 to 30 per cent of capacity. 





Japan 

The low price of cotton in the United States has resulted 
in the buying of some 550,000 bales compared with 300,000 
bales over the same period of last year. The Manchurian 
crisis has reacted on the exports to China and the business of 
Japanese firms operating in that country. The Bank of Japan 
and the Government have adhered to the policy which was 
reported last month that Japan would stick to the gold standard, 
but total gold exports for October were in the neighbourhood 
of Y135,000,000, and the specie reserve has fallen below the 
700,000,000 level. Money consequently is stringent and 
interest rates higher. 
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Money, Exchanges and Public Finance 








1, LONDON AND NEW YORK MONEY RATES 









































LONDON. | New Yor. 
4 —| | , 
Date. | Bank 3 Months’ | Day-to- . | eligible | Call 
| Rat | discount day | ls | Bank ac- M 
| Rate Loans. =— : — 
i ‘ i aaa Dac tonumaa 
1930, Per cent. | Percent. | Per cent. Per cent. | | Per cent. | Per cent. 
Nov. 26 | & 7 & —s | 4 | _ 8 
1931, | i 1] | 
Nov. 4 6 | Stet | 4-5 | St) OS 
Nov. 11 6 6 Ste | 4ot | Ok] : 
Nov. 18 6 | Sti—G | S—5e | St 3 
Nov. 25 6 56 | 5-5? || 3 3 
2. FOREIGN EXCHANGES 
= ] 
Leades 1930. coal 1931. ae 
ca ‘Nov. 26. | Nov. 4. | Nov. 11. Nov. 18, Nov. 25. 
New York «+ | $4-866 | 4-85, 3: 754 | | 3-79) | 3-77 | 3-65 
Montreal $4-866 | 4- “B4t4 4-164 | — 4-20 4-17 
Paris Fr. 124-21 |/123-5 | 964 963 | 9325 
Berlin Mk. 20-43 =. Oey | ke | 167, 15% | 157% 
Amsterdam Fl. 12-11 cies | Oy 933 | 9-104 
Brussels | Bel. 35 3. 224 | 2614 2735 271 | 264 
Milan Li. 92-46 || 92-773 || 723 | 733 73 | 713, 
Berne Fr. 25-22% || 25-07} | 19} | 197% 193 18; 
Stockholm Kr. 18-16 || 18-09 || 173 | 1733 18} | 18y5 
Madrid 25-224 43-50 || 422 434 44: 433 
Vienna Sch. 34-58} || 34-50 || 28" 29" 28+ | 29 
Prague Kr. 164-25 1632 (126% 128 1274 = |1234 
Buenos Aires 47-62d.|| 3832 || 36} 394 373 | 38 
Rio de Janeiro 5°89d. || 423 4 3H 3t§ Si 
Valparaiso Pes. 40 | 39-89 || 30-80 | 31-50 | 31-00 | 30-40 
Bombay 18d. | 17% 18} 18,°5 18,5 18, 
Hong Kong —d. | 15% 164 | 172 16 163 
Shanghai —d. 19,, 214 225 21} 213 
* Nominal. t Sellers. 
3. PUBLIC REVENUE AND EXPENDITURE 
To To To To 
Revenue. Nov. 21,/ Nov. 22, | Expenditure. Nov. 21,| Nov. 22, 
1931. 1930. | 1931. 1930. 
£mn. | £ mn. | £mn. | £ mn, 
Income Tax 67-1 | 73-5 | Nat. Debt Service ... 193-7 | 184-8 { 
Surtax | 18-2 | 15-8 Northern Ireland Payments... 3:2 3-3 
Estate Duties 41-7 | 53-1 Other Cons. Fund cuca. 1-8 1-6 
Stamps ... | 84 10-2 Supply Services ane - | 267-7 | 269-0 
Customs ... 85-6 78-4 Ordinary Expenditure -- | 466-4 | 458-7 i 
Excise 77-9 82-8 Sinking Fund | 21-9 28-7 ‘ 
Tax Revenue 300:9 | 315-5 Self-Balancing Expenditure ... 43-2 44-8 
Non-Tax Revenue | 39-1 | 69-0 
Ordinary Revenue 340-0 | 384-5 : 
Self-Balancing ; 
Revenue | 43-2 44-8 : 
5 
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Date. Coal.* Steel. 
1930. Tons mn. Tons thou. 
October _— 4-7 513 
1931. 
May pom 4-2 435 
June 4-2 429 
July 3-8 429 
A 3°8 357 
September 4-2 401 
October 4-4 457 
* Average weekly figures for month. 
IMPORTS 
| 
Date. a. I Manufactured Total 
Keno = ie —_ 
1930, £ mn. £ mn. £ mn. 
October os 4: 18°1 27-7 90-9 
1931. 
May ... a 33°3 14-6 21-0 69-6 
i oe 33°4 14-1 20-2 68-6 
uly .. 35-1 13-6 20-7 70-1 
August 31-8 12-5 20-1 65-3 
September 33°6 11-2 22-6 68-3 
October 40-8 11-9 27-2 80-7 
3. EXPORTS 
Raw Manufactured 
Date. Food. Materials Goods. Total 
1930. £ mn £ mn. £ mn. £ mn. 
oat 4-4 5°3 35-9 46°9 
1931. 
May ... ne 2-8 4-0 26-0 33-9 
June 2-6 4-0 21-6 29°4 
July 2-7 3-8 26°5 34-2 
August 2-6 3-4 22-0 29-1 
September 2-7 3-7 22-2 29-8 
October 3°4 4-3 24-0 32-3 
UNEMPLOYMENT 
Date. 1928. 1930. 1931. 
End of — Per cent. Percent. Percent. | Percent. Percent. Per cent. 
January 1 10-7 12-2 12-6 1-5 
4 10-9 10-4 13-1 21-7 
8 9-8 9-5 10-1 14-0 21-5 
1 9-4 9-5 9-9 14-6 20-9 
*3 8-7 9-8 9-9 15-3 20-8 
6 8-8 10-7 9-8 15-4 21-8 
-4 9-2 11-6 9-9 16-7 22-6 
-0 9-3 11-6 10-1 17-1 22-7 
‘7 9-3 11-4 10-0 17-6 23-2 
‘6 9-5 11-8 10-4 18-7 21-9 
5 9-9 12-1 11-0 19-1 
9 9-8 11-2 11-1 20-2 








Percentage of Insured Workers. 
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Prices 
1. WHOLESALE PRICES (average for month) 
Index Number (Sept. 16th, 1931, = 100). 
Date. | ——--— 
U.K. U.S.A. | France. Italy. | Germany. 
| } 
1930. | 
October a 120-0 119°7 | 119-2 117-5 =| «110-3 
May _ 107-1 | 1043 | 110-4 | 105-3 | 104-0 
June . 104-7 | 101-7 108-8 =| 105-1 | 103-3 
July ... ° 104-7 101-2 107-3 | 100-9 | 102-6 
August 101-6 100-4 105-0 100-6 | 101-3 
September || 101-9 99-6 99-4 | 99:5 | 99-8 
October |} 108-2 | 99-0 %-6 9-6 | 96-4 
= | —— SS ee . } _ ——— 
November, Ist week ... | 110-2 99-0 94-9 | 99-6 | 98-6 
November, 2nd week... 111-4 99-3 9-0 | 99-3 | 98-3 
November, 3rd week... eee || 110°5 99-5 95-8 | 98-8 | 98-0 
November, 4th week... +» || 110-0 98-3 — | 98-8 | 97-6 
Sources: U.K., “ Financial Times”; U.S.A., Irving Fisher ; France, Statistique 


Generale ; Italy, Italian Chamber of ; Germany, Statistische, Reichsamt. 


2. RETAIL PRICES (end of month) 





Rent Fuel Other All 
Date Food. | (including Clothing. and items | items 
rates). Light. included. | included. 
1930. 
October ... 44 53 105—110 70—75 75 57 
1931. 
May... 27 54 95 70 75 45 
June 30 54 95 70 75 47 
July 28 54 95 70 75 4> 
August 28 54 90—95 70—75 75 45 
September 28 54 90 75 75 45 
October 30 54 90 75 75 46 





The figures represent the percentage increase above e July, 1914, which i is 3 equal to 100. 
3. _COMMODITY PRICES } (average for month) 





Wheat, 


No. 1 Cotton, Wool, Pig-Iron, Tin, Rubber, 
Date. N. 64’s__| Cleveland | Standard | Plantation 
Manitoba. | | Middling. | tops avge.| No. 3. Cash. Sheet. 
1930. Per qr. per Ib. per Ib. Per ton. Per ton. per Ib. 
s. d. d. s. d. = d. 
October ... 31 9 5-81 243 63 6 11735 3 
1931. 
> oe 238 2 5-16 23% 58 6 104} 3 
June 27 1 4-80 21} 58 6 105 3 
July 3s § 5-21 22} 58 6 1lly; 3 
August . 23 11 3-92 22% 58 6 11433 24 
September 2 9 3-96 21 58 6 117j 23 
October .. 29 8 4-74 24} 58 6 1275 23 
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| || Extensive service... 








world-wide 


: connections 


pihtane Es. 





LLOYDS BANK provides for business houses the support 








of a financial organization of world-wide scope — adaptable, 


ond 


yet supremely stable ; conservative, yet always sympathetic 
to rational development. For personal accounts it offers cus- 


tomers a traditionally courteous, careful and helpful service. 


, | LLOYDS BANK LIMITED 
Head Office: 71 Lombard Street, London, E.C.3 


Trustee Department : 
39 Threadneedle Street, E.C.2 








| Colonial and Foreign Department: Eastern Department: 
80 Gracechurch Street, E.C.3 39 Threadneedle Street, E.C.2 


MORE THAN 1900 OFFICES IN ENGLAND AND WALES 






































